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The Philippines has been involved in preferential trading arrangements and multilateral trade liberalization since the 1990s. The country is also committed to halve extreme poverty by 2015 as part of the Millennium Development Goals.
Around the world, the relation between trade liberalization and poverty has been extensively explored, with the findings being generally mixed. In the Philippines, the poverty implications of trade liberalization constitute an important and hotly debated policy issue, yet the link between the two is not clearly understood.
A team of Filipino researchers contributes to this debate by measuring the economic and poverty impacts of preferential trade agreements and multilateral trade liberalization on the Philippines. Using a model of the economy, they simulate the economy-wide and poverty impacts of AFTA's Common Effective Preferential Tariff (CEPT) and WTO Most-Favored-Nation (MFN) treatment.
Their results reveal that combined CEPT and MFN tariff reductions marginally raise national output. The industrial sector gains while the agricultural sector contracts, as the latter is less export-oriented and experiences a larger decline in import prices. Gross household income rises whereas disposable income and consumer prices fall.
Their findings also show that CEPT and MFN tariff cuts are poverty-reducing at the national level, but the changes in poverty levels differ across household groups. The poorest households, namely those headed by unskilled agricultural and industrial workers, register a fall in poverty. In contrast, households led by skilled workers, such as professionals and civil servants, experience an increase in poverty largely due to the imposition of a direct income tax to compensate lost tariff revenue (Table) . Overall, this study suggests that the Philippines must be more active in implementing preferential and multilateral trade liberalization measures in order to capitalize on the growth and poverty alleviation it provides. This Policy brief is based on the Working Paper MPIA-2010-06 
